Unlike in a number of other countries, the United Kingdom and the United States being two examples, SoP is not prescribed by regulation in Canada. To contribute to the debate on the relevance of a regulation adapted to the Canadian context, this article measures the impact of Say on Pay in firms listed on the Toronto Stock Exchange that voluntarily adopted this practice. Based on a sample of 45 firms, the study results show that the adoption of SoP does not improve the pay-performance relationship or lead to lower executive total compensation. These findings therefore raise questions about the effectiveness of Say on Pay as a governance tool.
Introduction
Public and academic debates regularly address the issue of corporate executive compensation for a number of reasons. For instance, studies have shown that executive pay levels continue to rise (Murphy, 2012; Gabaix & Landier, 2008; Gélinas & Baillargeon, 2013; Craighead, Magnan, & Thorne, 2004) and that such increases are not always performance-related (Bebchuk & Fried, 2005) . At the time of the financial crisis in 2007, public opinion as a whole considered executive compensation figures to be unacceptable because they were unrelated to firms' actual performance. As well, the escalation of top executives' pay has broadened the gap between their salaries and the lowest salary levels, which in turn raises social issues.
Traditionally, increases in executive pay have been determined by a firm's board of directors (the board). The board establishes a system of financial compensation that aligns executives' and shareholders' interests within the framework of an agency relationship characterized by conflicting objectives (Jensen & Meckling, 1976) . Given the dramatic rise in compensation noted, boards and their directors are suspected of being too passive vis-à-vis their CEOs, to the detriment of their shareholders (Bebchuk & Fried, 2005) . In the 2000s, these misgivings led to the introduction of a new governance tool, Say on Pay (SoP), granting shareholders the right to express their support (or non-support) for the compensation policy proposed by the board at the annual general meeting (AGM). SoP should therefore be seen as a substitute mechanism for the board (Thomas, Palmiter & Cotter, 2012 ) that limits compensation and reduces agency costs. In 2002, the United Kingdom was the first country to impose SoP (Directors' Remuneration Report Regulations -DRRR, August 1, 2002), mandating its adoption by firms listed on the London Stock Exchange. Many other countries subsequently followed the UK's lead.
This article examines the consequences of introducing SoP in Canada. The Canadian context is interesting because, unlike in many other countries (United Kingdom, United States, Switzerland, and the Netherlands), SoP is not prescribed by regulation in Canada. In other words, the board of each of the TSX-listed firms made a conscious decision to consult shareholders about compensation policies. Economic players therefore question the relevance of a regulation that would compel all companies on the Canadian market to adopt SoP (Mangen & Magnan, 2012 ; Institute for governance of public and private organizations, 2010; Mercer, 2014) . Some institutional investors, like the Ontario Teachers' Pension Plan, believe that the cost of an SoP regulation would exceed the anticipated benefits (lower agency costs). corporate executives and to determine whether a shareholder vote reduces executive total compensation. It also examines whether the advisory vote improves the pay-performance relationship.
This article first presents a literature review, followed by a discussion of the data collection and the results.
Literature Review
Academic literature on CEO compensation primarily addresses its determinants and its incentive impact on executive behaviour. In the process of creating shareholder value, the method of compensation is a key factor in the alignment of CEO and shareholder interests (Jensen & Meckling, 1976 , Schleifer & Vishny, 1997 . From this perspective, CEO compensation should be tied to organizational performance to justify its dollar amount.
One of the first trends noted in the literature is the rising level of executive pay in general. A sixfold increase in top executives' salaries in the US over a period of more than 20 years is linked to globalization, greater risk and firm size (Gabaix & Landier, 2008) . Over a period of 35 years , the rise in executive compensation in Canada has been closely related to the amount of information made available to members of the board (Gélinas & Baillargeon, 2013) . This trend intensified as of 1994, the year in which information on executive pay was made publicly available (Craighead et al., 2004) . From 1998 to 2012, the salaries of executives of firms listed on the Toronto Stock Exchange rose by 73% (Mackenzie, 2012) .
In more general terms, growing regulatory requirements respecting information disclosure in all countries appear to have led to standardized practices. In response, the most talented executives use these practices to negotiate above-standard pay packages, which in turn has lead to escalating compensation (Belot & Ginglinger, 2013; St-Onge & Magnan, 2008) . Above and beyond these compensation levels, the issue of how salaries are structured (i.e., the method of payment rather than the amount) needs to be examined (Jensen & Murphy, 1990) . Compensation is structured around a fixed and a variable component, the latter being tied to performance (bonus, stock options). Studies on pay-performance linkage most often conclude this connection is weak (Murphy, 1985; Jensen & Murphy, 1990; Core, Guay, & Larcker, 2003; Leone, Wu, & Zmmerman, 2006) . However, longer-term studies show an improvement in the compensation-performance relationship (Frydman & Saks, 2010; Kaplan & Rauth, 2010) . A weak link between these two elements raises questions about the effectiveness of boards' oversight of CEOs (Bebchuk & Fried, 2003 , 2005 Walsh, 2009 ). In such instances, managerial power derives from the lack of independence of board members and results in sub-optimal performance (Brick, Palmon, & Wald, 2006) .
To combat compensation escalation and overly passive boards, the decade from 2000 to 2010 was marked by growing shareholder influence (Thomas et al., 2012) . SoP enables shareholders to vote on executive pay and appears to be the goal of a movement towards institutionalization (Pagnattaro & Greene, 2011) . In some countries, such as the United Kingdom, Australia, the United States, Germany, and France, this control mechanism is in the form of an advisory vote. In others, it is in the form of a vote disapproving the board's policy that compels directors to take shareholders' viewpoints into account and amend the board's compensation policy accordingly (the Netherlands, Sweden, Switzerland and United Kingdom since 2012). Given the relatively recent introduction of this control mechanism, few convincing studies measuring its impact have as yet been conducted. Those studies that have been carried out focus primarily on the British and American markets.
As mentioned in the introduction, the British government was the first to implement SoP regulations, mandating its adoption by firms listed on the London Stock Exchange (DRRR, 2002) . These regulations require that a report explaining and justifying the compensation policy be submitted to a shareholder advisory vote. This measure was reinforced by a provision on information disclosure in 2012, when a binding shareholder vote to be conducted every three years was introduced. From 2002 to 2007, it was noted that less than 10% of shareholders voted against their board's proposal (Conyon & Sadler, 2010) . SoP regulation appears to encourage businesses with the most controversial practices to improve their executives' pay-performance sensitivity (Ferri & Maber, 2013) .
Prior to the introduction of the regulation in the United States, companies were subject to pressure in the form of shareholder resolutions advocating more effective monitoring of compensation policies. From 1997 to 2007 , Ertimur, Ferri and Muslu (2011 observed a reduction in extreme compensation subsequent to shareholders' pressure reinforcing their authority. When examining shareholder resolutions on compensation from 2006 to 2008, Burns and Minnick (2013) noted no change in the total compensation paid. However, they did see a change in compensation structure overall, with bonuses declining in favour of increased distribution of stock options.
shareholder vote. A separate shareholder resolution determines whether the vote is to occur once a year, every two years, etc. The Act also provides for an advisory vote on golden parachute payments (Tchotourian, 2009 and . Stock market reaction to the Act was positive (Cai & Walkling, 2011) since shareholders perceived SoP as creating wealth and expected agency conflicts to decrease. Furthermore, a year after the Act was adopted, it was noted that 71% of firms received over 90% shareholder support, 23% enjoyed 70% to 90% support, while only 6% received from 50% to 70% (Thomas et al., 2012) . As well, shareholders generally approved the compensation plans proposed by boards (Conyon, 2013) . To avoid negative shareholder votes, boards provided explanations supporting their position, thereby improving dialogue with institutional investors (Deane, 2007; Ferri & Maber, 2013) .
Given that the aim of SoP is to combat excessive compensation when boards are dominated by powerful CEOs and/or process information deficienthly (Mangen & Magnan, 2012) , we have developed the following two hypotheses to examine the Canadian context where the adoption of SoP remains voluntary. According Cai and Walkling (2011) and Grundfest (1993) , SoP is symbolic, and symbols can lead to negative publicity and embarrassment. Thus, to prevent the embarrassment that could ensue from a low approval vote on executive compensation, management may be more willing to accept the concerns of directors representing the shareholders (Cai & Walkling, 2011) . In this case, directors' concerns would be reflected by limiting executive compensation and a closer pay-performance connection, which gives rise to the following hypotheses:
The advisory vote reduces executive total compensation.
H 2 : The advisory vote improves pay-performance sensitivity.
These hypotheses are tested empirically based on a sample of 45 firms listed on the Toronto Stock Exchange that voluntarily adopted SoP.
Data Collection Methodology and Sample
Firms that voluntarily adopted SoP were identified through publications of the Shareholder Association for Research and Education (SHARE.ca), an organization that encourages and assists institutional investors to maximize long-term financial returns by promoting good corporate governance, respect for human rights, vibrant communities and a healthy environment. It lists shareholder activist proposals targeting Canadian companies as well as provides information on the adoption of the advisory vote by Canadian firms. In all, 96 listed firms were identified. The firms selected implemented SoP as early as 2010 and as late as 2012. Twenty-eight firms were eliminated from the list because information on CEO compensation was not available for the three years before and after the adoption of SoP. Twenty-three other firms were eliminated because of a change of CEO during the same observation period. The final sample was thus comprised of 45 firms.
CEO compensation data were collected manually from official documents submitted to the Canadian Securities Administrators (www.sedar.com) for the three years before and three years after SoP implementation. The accounting and financial data were derived from the Research Insight database. The following accounting and financial measures for each firm were added to the Research Insight data: return on assets, return on equity, total assets, total equity, share price at the beginning and at the end of the year, total common shares, retained earnings and contributed surplus.
The first analyses compared the mean salary variations before and after the implementation of SoP. In other words, we tested: H 0 : µ Salary variations before -µ Salary variations after = 0
This test enabled us to determine whether CEO salaries grew at the same pace before and after SoP implementation. We also performed this test on return on assets, return on equity, return on shares, salary/total assets ratio and, lastly, salary/total equities ratio, in order to relate salary growth to the other financial performance variables.
We then carried out multiple linear regressions to examine whether there was a link between CEO compensation and the firms' various financial performance measures for the three years before and after the adoption of the advisory vote. These financial variables were: (1) return on assets (ROA), (2) return on equity (ROE), and (3) return on shares (RETURN). The regression models also included total assets (ASSET) in order to control for the impact of firm size on CEO compensation. (5) A logarithmic transformation was used to measure the total assets (ASSETS) and salary (COMP) variables because of the nature of their distribution.
Results
Table 1 sets out the names of the firms included in the sample and the date they voluntarily adopted the advisory vote. Table 2 shows the activity sectors represented by the firms making up the sample. As can be seen, a number of sectors are represented. The manufacturing, financial, and mines and metals sectors respectively represent 22%, 20% and 17.78% of the firms included in the sample. Table 3 presents the descriptive statistics of the different variables before and after the adoption of SoP. The t tests carried out on the differences in variation in CEO compensation before and after the adoption of SoP are not significant. The same analyses were also performed on the variations in ROA, ROE and share return (RETURN), with no significant result. We can conclude that the adoption of SoP seems to have little impact on Canadian CEO compensation amounts. The salary of the CEO of each of the 45 firms in the sample continued to grow at the same pace after the adoption of the advisory vote.
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International Journal of Business and Management Vol. 10, No. 12; 2015 As Table 4 illustrates, the explanatory thresholds of the variance (adjusted R 2 ) are between 0.376 and 0.311 before the adoption of SoP and 0.444 and 0.541 after its adoption, signaling an improvement in the explanatory thresholds after the adoption of SoP. However, the only significant coefficients associated with the independent variables are those relating to total assets (LnASSETS), which is a control variable. The accounting and financial performance variables do not appear to be linked to CEO compensation before or after the adoption of SoP. It can therefore be concluded that SoP adoption had no impact on the relationship between accounting and financial performance measures and executive compensation.
Conclusion
The results of the analyses tend to show that SoP has little impact on Canadian CEOs' compensation, in terms of either growth or linkage to financial performance. These findings provide empirical observations to answer questions about the potential contribution of this new governance tool already in use in a number of countries. They also raise questions about the contribution of SoP in relation to the cost of its implementation, particularly in a regulatory context as is the case in the United Kingdom and the United States. According to the first observations analyzed in this study, the costs firms incur to implement SoP do not appear to be offset by a reduction in compensation amount or an improved pay-performance relationship. Other complementary options, such as the publication of the equity ratio-which reflects the relationship of the CEO's salary to the average salary of the employees (Champoux-Paillé, 2010)-could possibly be preferable (with or without SoP). This user-friendly ratio could put into perspective the size of the CEO's pay and its growth in relation to the growth of employees' average pay. Such information could help more effectively define CEO compensation during the SoP process at the AGM.
This study has certain limitations, one of which is the relatively small size of the sample. In the long term, if SoP continues to be institutionalized in Canada, and this appears to be the case, the number of observations will increase, enabling the use of other types of analyses, which could, for instance, take firms' governance practices and specific features into account. The period of observation could also be extended; over time, shareholders might gain more understanding of SoP, which would in turn influence its use. A longer application period would enable analyses that could identify trends and practices in SoP application. In addition, certain variables potentially tied to CEO compensation may not have been included in the analyses, despite a fairly meticulous reading of the description of the CEO compensation plans provided in the sample firms' official documentation.
This study opens up various avenues of research. With a larger sample of observations, it could be interesting to examine the percentage of votes supporting CEO compensation plans rather than the vote itself. The influence of SoP may be more evident in firms where CEO compensation plans receive little support during the SoP procedure. The impact of SoP on CEO compensation could also be examined in light of directors' specific characteristics. The level of their compensation and whether it is tied to financial performance could also be topics of interest.
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